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Refer Reply to:
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Date:

AUG | =03
Dear S:ir or Madam:
We have consicdered Your application for récogniticn of exemption from
Tederal income tax under section 501(c)(4) of the Internal Revenue Ccce
The information Enitted indicates that ycu were inccrpcrated cn
The statad FUrnOses in your

Organizing dccuments ére:

"The Primary purpose to which the Corporartion snall be devoted

is to implement, cperate and maintain a group purchasing

Oorganizaticn for health services for business entities in the

metropolitan aresz."
rticle I, Section 1.3, of your bylaws, states that YOu ares IZormed o

"contract with healthcare facilities and physicians who provide nealzh
Ccare services (Providers) for health care related services for the
employees of the members of the Corporation ‘and the Employvees'
dependents., It is anticipated that the Corporation will enter into
éagreements (herein referred to as Provider Agreement) with Providers
and/or medical groups selescted and approved by the Board of Direcztors.
Zach Provider and medical group who associates with the Corpeoraticn as &
Provider shall be required to execute a Provicer Agreement."
Article II, Section 2.2, of your bylaws, states, "Membership chall xe
OP&n To any person, business, entity, or Crganization that meets the

following Criteria:

l.

place of

2. Pays the annual
Provides

in-kind services,

The Corporation shall have two Classes of membarg:

assessment, or upon Board approval,

Associate, with each class sagmented as follows:

1. Corporate: has a principal
nct include consulting on,

business objective that does
providing,

insuring, or brokering

nealth care services or health insurance.
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2. Associate: has a principal business objective rthat
includes consulting on providing, insuring, or brokering healzn
care services or health insurance.

The Bcard of Directors shall establish the procedures,
qualifications and other admission requirements of all addit:ional
members and, at their sole discretion, may create additiona: Cclzasses
cf memcers,

In response to our inquiry about your activities and operaticns, vyou
submitted the following:

“The (P represents employers and their emplovees as a singls
Iocal point for direct contracting and group purchasing
healthcare services frcm medical providers and facilities.
Unlike many 'managed care systems', the ~performs a 'Jalu:e
based' purchasing function that benefits the entire

. First, the -allows any qualified provicder or
any employer to join the coalition. Providers agree to submitz
all patient 'outcomes data’ from all of their patients to thne

for quality analysis and review. The data is reviewed and

the results are reported to both the purchasers and providers
cf care. This feedback l2oop is unique in the health cara
industry. The data can pe used by the providers to analyze and
review their healthcare services. Healthcare purchasers use
the data to help them determine which hospitals and prcviders
within the 'network' they want to obtain healthcare services
from in the future. This data will eventually be utilized to
Create a quality of care benchmark for the community. This is
exactly the type of information tha+t is needed to nelp WY

make intelligent healthcare purchasing decisicns. The
n hired a professional management company to nandle the
2v-tgo- ations of the . The company is called

., & for-profit prcfessicnal

corporation. They are paid any access fees they collect from
the employers to administer and grow the purchasing
crganization."

"G activities on behalf of @A include (but are not
limited to) solicitation, rate negotiations and conrtract

administration of providers, solicitation of new emplcyer
members, meeting with and administering contracts with thir-
party vendors for quality analysis, claims repricing, bookxl
printing, meetings with employers and providers on

edministrative issuesg, quality analysis, board and special
interest meetings, and answering provider and employer
questions as needed."

"The community value of @l is the fact that the 'value
purchasing' method of medical . rtvices focuses the provicders
and purchasers into an ongoing c: ..e of quality and process
improvement that benefits the en-ire community. The open
member policy of the @l allows all interested parties to take
advantage of this , which helps make quality




healthcare available to all op d MOrs cost effacrive basis.

Any fees and revenue derived by the board and members of the
GO directly into administration of the progranm, there

no dividend or revenues paid to the member Oorganization."

The management company spends .% of its time on the following
activities:

Provider solicitation and negotiation:

Employer solicitation:

Administering third Party contracts for repricing:
Administering third Party contracts for Printing:

Administering third Party contracts for Quality
adnalysis:

Administering third Party contracts for
Credentialing:

Administering other miscellaneous contracts:

Meetings with providers: )

Meetings with employers:

Board and other meetings:

Answering provider and employer questions:

The governing body of the + 1ts board of directors, is
responsible for overseeing the policy and direction of the

and is responsible for interfacing with the management companv.
One hundred bercent of the Board time is dadicated to these
issues, but the actual quantity of time is minimal.

One hundred percent of all QR revenue is dedicated to the
aforementioned activirties, including oversight of the quality
data enalysig, ™

Your Form 1024 states that your Present and future income sources will bhe
fIrom membershnip service fees, fees for repricing member health claims

Physicians credentials and ~+ecredentialing service and other
miscellaneous fees.

’

Section 501(c)(4) of the Internal Revenue Code provides exemption for:

rh

"Civic Leagues or organizations not organized for profit but
cperated exclusively for the promotion of social welfare. ..

Section 1.501(c)(4)-1 of the regulations provides, if'part , 8S Zollows:
"(a)(l) In general. A civic league or organization may Le exempt as
én organization described in section 3501(c)(4) if -

(i) It is not organized or operated for profic; and

(i1) It is operated exclusively for the promocticn of
social welfare."

"(a)(2)(i) an organization is operated exclusively for the premotion
oI social welfare when it is primarily engaged in promoting, in scme
#3Y, the common good and general welfare of the ceople of the
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community. An organization embraced within this section is cre
which is operated primarily for the purpose c¢f bringing about civic
betterments and social improvements *x*x%* The promotion of soc:ial
welfare does not include direct or indirect participation or
interventicn in political campaigns on behalf of or in opposition
any candidate for public office. Nor is an organization overarted
primarily for the promotion of social welfare if its primary
activity is operating a social club for the benefit, pleasu . oI
recreation cf its members, or is carrying on & business wit the
general public in.a manner similar to organizations which zre
cperated for profit.*%x%"

"t
(0}

'1.

Revenue Ruling 73-349, 1973-2 C.B. 179, holds that an organizaticn formed
for the purpose of purchasing groceries for its membership at the lowest
possible prices on a cooperative basis is nct exempt from tax as &
sccial welfare organization under Section 301(c)(4) of the Code. it
receives orders from its members, consolidates them, and purchases the
food in quantity. Each member pays for the cost of its food. In
additicn, each member is assessed an equal monthly service cha-ce Dy t©
governing board of trustees for the monthly operating costs oI the
organizéetion. Membership is open to all inlividuals in a par; cular
ccmmunity. The organization is a cooperative enterprise for the econcmic
benefit or convenience of the members.

ne

i

New York State Asscciaticn of Real Estate Boards Grcup Insurance fund
Commissioner, 54 T.C. 1323 (1970), defines a small group organized £

obtain group insurance for its members. The insurance was oiferecd cni
a2 limited class of its members and their employees. Since the Zund wa
organized for the benefit of its members only, the court held it dces

gqualify under Section 501(c)(4) of the Code.

You are encouraging business employers to use the healthcare
cifered by your organization. You state that your products a
economically priced. Your products include different plans £
carticipating employers to select. You are dl*ectly competin
o a for profit entity that sells or underwrites healthcare p
Therefore, your health plans and insurance services constitut
business ordinarily carried on for profit.

Like the organization i{s Rev. Rul. 73-349, you are operating primarily for
the benefit of your members, and any benefit to the community is nort
sufficient to meet the requirements of the regulations that organizaztions

be operated exclusively for the promotion of social weliare.

We have also considered ycur involvement in the dissemination of
information about the healthcare industry. Though this information is

teneficial to the general public, it only comprises a very small amount of
your cperations.

Accordingly, we conclude that you are not a civic organization as
described in Section 301(c)(4) of the Code and that you do not gualif
recognition of exemption from federal income tax. Therefore, ycu sho
file federal income tax on Form 1120,

We also conclude that you are not a business league atg cdescribed in
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Secticn 301(c)(6) of the Code, because yOou your purpcse is tc sugegly

services enabling your members to secure healthcare products more cheaply
than if they had to secure them on an individual basis.

Ifsycu do not agree with these conclusions, vou may, within 30 days from
the date of this letter, file in duplicate a brief of the facts,. law, and
argument that clearly sets forth your position. If you desire an orsal
discussion of the issue, please indicate this in your protest. The
enclosed Publication 892 gives instructions for filing a protest.

IZ you do not file a protest with this office within 30 days of the dzate
of this report cor letter, this proposed determination will Secome final.
IZ you agree with these conclusions or do not wish to Iile

a
protest, please sign and return Form 6018 in the enclcsed sel
envelore as soon as pcssible.
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If you have any further guestions, Please contact the person wnose name

and telephone number are shown at the beginning of this letter.

Sincerely,

S—

‘_’\\ - . . 1\ ‘\:
by W\ "‘\' \x\_“_”
e\ “‘:‘».':..)(__.\—‘.; =
b 2w N

T

Bokbby E. Scott
District Director

Enclosures:
Publication 892




